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Cantlemen:

Your appliutia‘for exemption from Pederal income tax wonder the provision. .
of section 501(c)(3) of the Intornal Revenue Code has baen considered.

The infcrmation sudmitted discioses that ted under he
B Yon-Profit Corporation Act on ﬂ » for the purpose

of previding mutritious food and other goods end services produced in an
amviromental sound manner, to create a means of education end commmi:atio
to nurture vorking relstionship at the local level, to support spiritmal
and soclal growth of individuals and eaxmrinity, and to follow a ecourse

in accordanze with the Cooperstive Associsztion Aet which you find bemeficis

Your spplication for sxemptiom states that your mambers mest together to
discuss denefits of nutritional food prodwced in & sound envir atal
manner and to provide inforr-tion to one another about the bei -7 %o
prepare Lhe food. You also state that you pudlish a monthly rvwsletter
containing sdueational infmmation and information sbout availadble goods
and services apd your memders combine their resovaces to purchase food
wholesale and the food is distriduted to your memders.

Your income is darived from the sale of the fuod to your memders, asd

membership fees. Expenditures are for tha purpose of purehasiag the foed
vholesale, and other benefits of your members.

Membership is open to any persca subecriding to your aims amd paying e
nembership ree of Y-

One of youx ‘rimary activities is purchasing groceries for your aemders
at the lowest possible price on a coopsrative bdasis.
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Section 501(e) of the Code dencribas certain orgarisations exempt from
Federal ineome tax under section 501(a) and reads, in part, as follows:

"(3)Corporetions, #*® fund, or foundation, -rganiszed and
operated axclusively for relisicus, charitalle, scientilie,
nee ntn‘lry. Or @AUCQTLIONAL [ULJUBEB, UL W Aweses (IMEAsviMas
or {nternational amatsur sports competition (but only “f no
part of its activities involval the nrovision of athletie
facilitias or equiymant), or for the prevention of eruelty te
children or animals, no part cf the net earnings which inures
to the denetit Af any vrivate sharelolder r {ndividual, no
substantial pexrt of the activitie: of which is ocarsying on
propagania, or othervise attempting to influence legislation
(excep: ap otherwise provided in subsection (h)), and which
does hot participate in, or intervene in (ineluding the
Pudblishing or distributing of statements), any political
cmapaian on dehalf of any candidate for public office.”

Section 1.501(8)(3}-1 of the regulations providesa, in part, as fullows:

"(a){1)In ordar to be axampt as an organiszatiom descrited in
section jUite}{3), an organization must be doth organised and
oporated exclusively for one or more of the purposes speciffed
in sudh section., If an organisation falls ¢0 meet either the
organisational test or the operational test, it is nat exempt.”

"(a)}{2)The itesm ‘sismpt Turpcss or purposes,' an used in this
section, meahs any purpose or purposes specified ia sectiom
501(e)(3), as defined and slaborated in persgraph (4) of this
geation."

"(b){1)(1)An organization s organlzed exclusively for one or
more exempt puarposes only if {ta articles of organisation
(referred to in this section as its 'articles’) as defined in
subparagraph (2) of this paragraph:

(a)Linit the purposes of such organisation to one
or more exempt purposes; and

(b)Do not exyressly empover the organization %o

engage, otherwise than as an insudbstantial part of {ta
activities, in sctivities wihich lu theuaslves aro mot in
furtherange of one or more exempt pruposes.”



(3)

"(b)(i){222)An organization 18 not organised exclusively for
ons Or more exenmpt purposes if its articles expressly empower
it to earry on, otherwise than as an insudstantial part of its
activities, activities vhich are not in furthersunce of ome or
sore exempt purposes, even though such organigation iu, dy the
terms of such articles, created for a purpose that is no

B::aﬁcr than the purposes specified in section 501(c)(3).

"(3)(h) Distridution of assets on dissolution. An organization
is not organised exclusively for one or more exemnt purposes
unless its assets are dedicated %o an exempt purpose. An
organisation’s assets vill be coneidered dedicated to an

exemp? purpose, for example, if, upon 4issolution, such assets
vould, by reason of a provision in the organimation's articles
or by operation of law, by distributsd for one or more exempt
purposes, or to the Federal Govermment, or to a State or local
goverrment, for a pudlic purpose, or would be distridbuted by a
court to another organization to be usad in such manner aa !n
the Jjudgment of the court will best accomplish the general
purposes for wvhich the dissolved organization wan organised.
Hovever, an organisation does not meet the organizational test
if its articles or the law of the State in which it was created
provide that its assats would, upon dissulu®i~n be Aistridbuted
to its members or shareholders,"

"(e)(1) Primary activities. An organization will be ragnrded
as ‘operated exclusivly' for one or mory exempt purposas only
if it engages primarily in activities which accomplish ona .r
more of such axempt purposes specified in section 501(c)(3).
An ~rganiration will nct be so regarded if more than an
insubstantial part of i{ts activities is not in “urtheranca v
an avempt purpose.”

"(c)(2) Distribution o/ c.rnings. An organlzation is not
operated exclusively - .ne or more exempt" purposes if {tp
uew <o=ings inure in ~ole or in part to the bemefit of
privete sharcholders or individuals."

"(a)(1}(11) An organisation is not organized or operatad
exclusively for one or more of the purpose spec!fied in
subdivision (1) of this subparsgraph unlesa it sex.=s a publi-
rather than a private interest. Thua, to meet the requirement
of this sbdivision, it is necessary for an organization to
cstablish that it 1o not organized or operated for the benefit
nf private intereat such as designated individuals, the craator
0. hic ramily, shareholders of the organisation, or persons
controlled, direqtly or indirectly, by such private interest.’



(4)

Revenue Ruling 73-349, 1973-2 cumiative dulletin 179 held that an
organization for,ed Lo purchase groceries for its membership at the
lowest posslble prices on a cooverative bmeis 18 not exempt from tax s
a social velfare organisation under section 501(e¢)(h) of the Code.

In the case of Better Business bureau v. U.S, 326, U.8. 279 (194%) Cs.

D. 1650, 1% was held ¢hat the presence of & s° gle noncharitable or

noneducationsl purpoloi if substantial in nature, will preclunde exemption
s T

under section 501(a)(3 egardless of the mmber or importance of truly
charitable or educational purposes.

Based on the information presented, ve have concluded that you are not
organited and operated exclusively for section 501(0)(3) purpcaes, and
you are not entitled to exemption from Federal income tax under the
provision of section 501(c)(3). You are not organized for 501(e)(3)
purposes since your purposes and dissolution provision in your Articles
of Incorporation is considerably broadex that those t0 which an orgsnisation
described in mection 501(c)(3) 1s restricted. You are not operated
exalusively for 501{c)(3) purposes since one of your primary activities
is purchasing groceries for your members at the lowest possible pyrice on
a cooperative hasis, vhich sexrves the private benefit of your members,
and any benafits to the pudblic ia not sufficient to meet the requirement
of the regulations that you be operated primarily to serve a public
rather than a private iaterest., Therefore, you are required to file
Federal incoms tax ret rns on Murm 1120,

I. follows, therefore, that contributioms to you are not deductidle by
onors upder section 170 of the Code. .

If this determination letter becames & final determination, wve wvill
notify the appropriate State Officials, as required by section a10h(c)
of the Code, that based 0. the infarmation ve have, we are unadle to
recognize you as an organization of the type desorided in Code section
501(e)(3).

If you do not agree v’'th these ~onclusions, yor may, within 30 days om
the date of this lJettar, file in dupliczata e drief of the faats, lav.
rd argurent that clearly sets forih your position. If you desire ar
aral dlscusnion of the {ssue. please indicste this in your protest. The
nelose! Publication 990 zivoes instruetions for filing a protest.

It w1 do not file a vrotest with this office within 30 days of the date
AT Liale yeport or letter, this proposed determination will become final.



If you agree vith these conclusions or 4o not wish %0 file & written
protest, please eign and return Form 6018 in the envlosed self-eddressed
envelope as soon A9 Possidls. Yo ahemild also file the emcloeed Pederal
ingome sax revwuls) witdMa 30 days with the Chiaf, Bmployee Flan/Wxempt
Organizat.on Division 1100 Commerce, Dallas, Temre 7T52h2,

If you 4o not protest Ahis proposed deteruination {n a timely meaner,
it wvill be considared Dy the Internal Revenue Service as a fallure %0
ahaist availadle administ-ative remedies. feotion 7h28(b)(2) of the
Internal Revenue Code provides in part that, "A declaratory Juigment or
decred under this section chall n~* he taamad {n any proceeding unless
the Tax Court, the Court of Claims, or the Aistrict court of the United
States for the Distriet of Columdia determines that the organisation
involved has exhausted administrative remedics available to it within
the Irternal Revenue Serviee."

Jincerely.

I
District Director

Fnelosurer
Fublicatioca 812
Form GO1R
Form 1120





